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For IMMEDIATE Release Monday, May 16, 1938
SECURITIES AND EXCHANGE
Washington

COMMISSION

ACCOUNTING SERIES
Release No. 7
The Securities and Exchange Commission today announced the issuance of
an analysis of the deficiencies commonly cited by the Commission in connection with financial statements filed under the Securities Act of 1933 and
the Securities Exchange Act of 1934.
The analysis, prepared by Carman G. Blough, Chief Accountant, covers
accountants certificates, consolidated financial statements, balance sheet,
liabilities, capital stock, surplus, profit and loss statement, and various
schedules.
The analysis is addressed to accountants practicing before the Commission
and is designed to facilitate their work in the preparation of financial data.
The analysis, including a note by Mr. Blough, follows:
May 6, 1938
To Accountants Practicing Before the
Securities and Exchange Commission
Gentlemen:
As an aid to registrants and their accountants in the preparation of financial statements to be filed with this Commission pursuant to the Securities Act of 1933 and the Securities Exchange Act of
1934 there is submitted herewith a list of the more common deficiencies
which it has been found necessary to cite in connection: with financial
data included in registration statements filed with this Commission.
It will be noted that many of the deficiencies cited do not
involve any important problem in accounting and that some involve
simply the failure to follow the express regulations and instructions
of the Commission.
It is thought that if particular attention is given to the
items comprising this list and to the instructions pertaining thereto,
contained in the Commission's forms and regulations, considerable inconvenience and expense to registrants will be avoided and the work
of the Commission's, staff in reviewing the statements filed will be
greatly facilitated.
Very truly yours,
/s/

Carman G. Blough
Chief Accountant
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DEFICIENCIES COMMONLY CITED BY THE SECURITIES AND EXCHANGE
COMMISSION IN CONNECTION WITH FINANCIAL STATEMENTS
FILED PURSUANT TO THE SECURITIES ACT OF 1933
AND THE SECURITIES EXCHANGE ACT OF 1934
* * * * * * *
ACCOUNTANTS' CERTIFICATES

1.
Accountant's opinion in respect of (1) the financial statements
of, and (2) the accounting principles and procedures followed by the registrant, not clearly stated.
2.
Use of equivocal phrases such as "subject to the foregoing",
"subject to the above comments", "subject to comments and explanations in
exhibits", "subject to the accompanying comments", etc.
3.
A reasonably comprehensive statement as to scope of the audit
made not included in the certificate.
4.
Adequate audit not made by certifying accountant. In this connection attention is directed to the regulation that accountants shall not omit
"any procedure which independent public accountants would ordinarily employ
in the course of a regular annual audit",
5.
Failure to certify all financial statements required to be submitted, e.g., failure to certify profit and loss statement as well as balance sheet, and failure to certify statements of registrant as well as
statements of registrant and subsidiaries consolidated,
6.
Financial statements and supporting schedules covered by the certificate not clearly identified.
7.
Certifying that the accounting principles followed by the registrant are in accordance with the system of accounts prescribed by a state
regulatory body, or in a particular industry, but without indicating whether
the practice of the registrant is in accordance with generally accepted
accounting principles and procedures.
8.
Effect upon the financial statements of substantial changes in
accounting policies of the registrant not commented upon and explained by
the certifying accountants.
9.
Effect upon the financial statements of the registrant's failure
to follow generally accepted accounting principles and procedures not
commented upon and explained by the certifying accountants.
10.
Disclaimer of responsibility on the part of the certifying accountants with respect to matters clearly within their province.
11.
Reservations on the part of the certifying accountants with respect
to matters not within their province which might indicate that apparently
the accountants were not satisfied that such matters as legal titles, outstanding liabilities, etc. were properly reflected in the financial statements.
12.

Certificate undated, or not manually signed.
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CONSOLIDATED FINANCIAL STATEMENTS
Balance

Sheets

i.
Failure to include footnote indicating the method followed in
dealing with the difference between the investment in subsidiaries, as
shown in the parent's books, and the parent's equity in net assets of the
subsidiaries, as shown in the books of the latter and to state the amount
of such difference.
2.
Amount of the minority interest in the capital and in the surplus
of the subsidiaries consolidated not stated separately in the consolidated
balance sheet.
3.
Failure to state, as required, the principle adopted in determining the inclusion and exclusion of subsidiaries in each consolidated
balance sheet.
4.
Improper treatment, in consolidation, of surpluses of subsidiary
companies existing at date of acquisition by parent company. (See Accounting Release #3.)

Profit

and Loss

Statements

1.
Preparation of consolidated profit and loss statement on a
different basis than the consolidated balance sheet, e.g., inclusion in
the consolidated profit and loss statement income and expenses of subsidiaries whose assets and liabilities are not reflected in the consolidated
balance sheet but for which separate balance sheets are submitted.
2.
Failure to eliminate intercompany items, or to explain satisfactorily the reasons for not eliminating such items.

BALANCE SHEET
ASSETS

1.
total.

Failure to state total of current assets and to designate the

2.
Inclusion among current assets of assets not realizable within
one year, excepting where recognized trade practices, which are stated,
permit otherwise.
3.
Classification, in the parent company's balance sheet, of receivables from subsidiaries as current assets, in cases where the subsidiaries classify their obligations to the parent company as non-current.
4.
pledged.

Failure to indicate, where required, assets hypothecated or
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5.
Failure to disclose, with adequate explanation, assets held
conditionally.
6.
Classification as marketable securities, securities not having
a ready market.
7.
Failure to state, where required, the basis of determining the
balance sheet amounts of investment or marketable securities. In this
connection the term "book value" is unacceptable.
8.
Failure to state parenthetically the aggregate quoted value of
investment and marketable securities when not shown on basis of current
market.
9.
Failure to reduce the carrying value of investments in subsidiaries to the extent of any dividends received thereon out of surplus of
such subsidiaries existing at date of acquisition.
10.
Inclusion in trade accounts receivable of accounts not properly
within such category.
11.
Failure to state separately in the balance sheet, or in a
schedule therein referred to, major classes of inventory such as (a) raw
materials; (b) work in process; (c) finished goods; and (d) supplies,
or to use any other classification reasonably informative.
12.

Basis of determining the amounts of the inventories as shown in

the balance sheet not stated.
13.
Reserve for depreciation on appreciated value of fixed assets
not provided.
14.
Inclusion in carrying values of fixed assets, expenditures not
properly includible therein, such as discount or commissions on capital
stock and promotion expenses.
15.

Method used in amortizing debt discount and expense not stated.

16.
Failure to explain what provisions have been made for writing
off discounts and commissions on capital stock.
17.
Where treasury stock is carried as an asset, failure to state
reasons for such practice.
18.
Failure to state separately the amount of reacquired long term
debt of the registrant.
19.

Absence of a reserve for doubtful accounts not explained.
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LIABILITIES
1.
Failure to state total of current liabilities and to designate
the total.
2.
Inclusion, with general reserves, of accruals for taxes which are
actual liabilities.
3.
Failure to state separately by years, where required, the total
amounts of the respective maturities of long-term debt.
4.
Accounts and notes payable, and accruals, not segregated as
required.
5.

Deferred income not set out separately.

6.
Failure to disclose, with full particulars, all contingent
liabilities.
CAPITAL STOCK
1.
Aggregate capital stock liability of each class of stock not
stated separately.
2.
Failure to show the number of shares authorized, in treasury,
and outstanding.
3.

Assigned or stated value of no par value stock not indicated.

SURPLUS
1.
Failure to show in balance sheet the division of surplus into
various classes, in cases where registrant has differentiated in its
accounting for surplus.
2.
Use of capital surplus to absorb write-down in plant and equipment which should have been charged to earned surplus. (See Accounting
Release #1.)
3.
Failure to date earned surplus account after deficit has been
eliminated (with stockholders' approval) by a charge to capital surplus,
4.
Failure to state amount of surplus restricted (a) because of
acquisition of company's own stock and (b) to the extent of the difference
between par, assigned or stated value of preferred stock and the liquidating value of such stock.
5.

Deficit not clearly designated in the balance

sheet

6.
Treatment of surplus of subsidiary at date of acquisition as
earned surplus.
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PROFIT AND LOSS STATEMENT

1.
Charges made to surplus rather than profit and loss for expenses
or losses properly attributable to current operations.
2.
Crediting profit and loss rather than surplus for sale of assets
previously written off by a charge to surplus.
3.
When opening and closing inventories are used in determining cost
of goods sold, failure to state basis of determining the amount of such
inventories.
4.
Where no depletion or depreciation has been provided, failure to
indicate that fact and the effect upon current operations in the profit and
loss statement.
5.
Failure to state basis of conversion of all items in foreign
currencies, and the amount and disposition of resulting unrealized profit
and loss when significant.
6.
Gross sales net of discounts, returns and allowances not shown
in profit and loss statement.
7.
Failure to state separately, as required by instructions, Gross
Sales and Operating Revenues when the lesser amount is more than ten per
cent of the sum of the two items.
8.
Selling, General, and Administrative Expenses not segregated in
profit and loss statement.
9.
Failure to explain in footnote to profit and loss statement,
effect of change in significant accounting principle or practice.
10.
Failure to show separately from other taxes surtax on undistributed
profits or failure to state expressly that no liability existed for such
tax. (See Release #1210)
11.
Principle followed in determining the cost of securities sold
not stated, e.g. "average cost", "first-in, first-out", "specific certificate or bond".
12.
Failure to state basis of taking profits into income when sales
are made on an installment or other deferred basis.
13.
Failure to refer in profit and loss statement to supporting
schedule when analysis of certain expenses is presented in such schedule.

SCHEDULE OF PROPERTY,

PLANT AMD EQUIPMENT

1.
Failure to show property by major classifications such as Land,
Buildings, Equipment, Leaseholds, etc., where required.
2.
Nature of changes in property, plant and equipment during the
year not explained clearly, and accounts affected not indicated.
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3.
Failure to explain fully policy of amortization and/or depreciation of property, plant and equipment credited directly to asset
accounts.

SCHEDULE OF RESERVES FOR DEPRECIATION, DEPLETION AMD
AMORTIZATION OF FIXED ASSETS

1.
Failure to follow instructions: "State the company's policy
with respect to the provisions for depreciation, depletion and amortization
or reserves created in lieu thereof during the fiscal year".
2.
Failure to comply with the instructions: "Where practicable,
reserves shall be shown to correspond with the classifications of property
in [property schedule] separating especially depreciation, depletion and
amortization".
3.
Charges to reserves other than retirements, renewals and replacements, not adequately described as required by instructions.

SCHEDULE OF INTANGIBLE

ASSETS

1.
Intangible assets not listed by major classes as required by
instructions.
2.
Failure to state policy with respect to provisions for depreciation
and amortization of intangible assets in cases where a separate schedule for
such reserves is not provided.

SCHEDULE OF RESERVE FOR DEPRECIATION AND /OR AMORTIZATION
OF INTANGIBLE ASSETS

1.
Failure to comply with instructions: "State the company's
policy with respect to the provisions for depreciation and amortization
of intangible assets, or reserves created in lieu thereof".

SCHEDULE OF FUNDED DEBT

1.
Each issue of funded debt not designated fully as required by
instructions.
SCHEDULE OF RESERVES

1.
Failure to reflect ail changes in reserves during the year and
to properly describe major charges thereto.

SCHEDULE OF CAPITAL

STOCK

1.
Failure to list each issue of capital stock of all corporations
in a consolidated group, whether eliminated in consolidation or not.
2.

Treatment of unissued stock as treasury stock.
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SCHEDULE OF SURPLUS

1.
Failure to show division of surplus into classes when required
by instructions.
2.
Analysis of surplus account not included either in balance sheet
or as a continuation of the profit and loss statement, or in a schedule
referred to in the balance sheet.
3.
Failure to describe in detail miscellaneous additions to and deductions from surplus.

SCHEDULE OF ANALYSIS

OF CERTAIN EXPENSES IN PROFIT AND
LOSS STATEMENT

1.
Amounts charged to costs and those charged to other profit and
loss items not segregated.
2.
Failure to report in this schedule all expenses pertaining to
maintenance and repairs.
3.
Items in this schedule at variance with other statements or
schedules.

SCHEDULE OF INCOME FROM DIVIDENDS

1.
Failure to show as required in Column C of this schedule
the "amount of equity in net profit and loss for the fiscal year" of
affiliates, notwithstanding the fact that no dividends were received
during the year from affiliates.
2.
Failure to show separately for each affiliate the "amount of
dividends" and the "amount of equity in net profit and loss for the
fiscal year" when registrant does not meet requirements that these items
may be reported in total only when substantially all the stock and funded
debt of the subsidiaries are held within the affiliated group.
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